The IRS holds that the canceled debts were 
payments received in the year of sale. 

In Riss, 368 F2d 965 (CA-10, 1966), the Court of 
Appeals held that cancellation by a corporation of 
a partnership's indebtedness to it as part of the 
consideration for the sale of stock was equivalent 
to payment received in the year of sale. See also 
Rev. Rul. 71-515, which holds that the cancellation 
of a note at the time a deed to realty was conveyed 
was includible by the seller as an amount received 
in the year of sale. 

Accordingly, in the instant case, T must include 
-aS payments received in 1975 the amount of debts 
canceled by X and Y. Consequently, T is precluded 
from using the installment method in reporting the 
gain resulting from the redemption by X because 
the amount of the canceled debt ($30,000) when 
added to the cash payment received in 1975 
($30,000) exceeded 30% of the contract price 
($49,500). However, T may use the installment 
method to report the gain resulting from the re- 
demption by Y because the amount of the can- 
celed debt ($15,000) when added to the cash pay- 
ment received by 7 in 1975 ($20,000) did not ex- 
ceed 30% of the contract price ($42,000). 


Rev. Rul. 71-543, which holds that the amount > 
debt owed on stock that is assumed by the pus 
chaser is not includible in payments received >. 
the seller in the year of sale for purposes of tn 
30% test, is distinguishable. In Rev. Rul. 71-543, tne 
assumption of the debt owed on the stock is cor 
sidered to be the same as the assumption of ar 
existing mortgage in connection with a sale > 
property. In such an instance, only that portion > 
the assumed debt that exceeds the seller's bass 
is considered for purposes of the 30% test. Ir 
Rev. Rul. 71-543, the assumed debt did not excez: 
the seller’s basis and, therefore, was not include: 
in determining the payments received during tnz 
year of sale. . 

(REV. RUL. 76-398, IRB 1976-42) 


Reflections. Query whether the result with respect 
to the X stock redemption would have been differen: 
if prior to and in contemplation of the redemptior 
T and X agreed that the $30,000 debt (assumed to 
be less than T’s basis in his X stock) was to be se- 
cured by T’s X stock. Does a debt actually have to 
be, in effect, a purchase money mortgage with re- 
spect to the stock—as it apparently was in Rev. Ru. 
71-543—in order to be a “debt owned on stock’? TS 
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